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those that an unregulated liml \\dulJ t~lCL' In L'< 1t11rL'tltl\ L' 1l1,lri--L't-; \\ here proportionate rl..'JuctilH1S

in costs across ser.'ices would-all else equal-result in rn\r,\rtionate reductions in sco["\'ice

prices. Similarly. the asymmetric treatment or" errors that re~l1Jled III a cap higher than lHhe["\vise

allowed. and those that lead to a cap lower than othe["\vise alllH\ed would change the risk that the

regulated finn faces \vhen it is required to calculate parameters of the price cap plan for long

periods of time with no explicit directions beyond general princlpks,

16, In addition. the fact that the price cap plan r~lr~ll11eters are subject tl) regulatory

change-as long as four years after the fact-increases the re~uLltl)r: risk in a price cap plan that

was intended to reduce regulatory uncertainty, In unregulated. competitive markets. tim1s belie\e

that actions they take to increase productivity gro\\1h will result in higher protits. and accordingly

they risk their capital and etlart in the expectation that they" II i be rewarded iI' they an~ sllccessful

in the market. In theory. price-cap regulated tirms face 'ilmibr incenti\'l~s heclllse increased

productivity gro\\1h leads to higher earnings. provided lmly that the higher earnings are not

achieved by increasing prices above the amount allo\ved by the \~lrious price cap indices, If the

rules of the price cap plan change in mid-stream. tinns will no longer treat the parameters of the

plan as fixed and attempt to maximize protits, As obse["\eJ in the economic literature on

incentive regulation

(i)f large tinancial rewards and penalties are linked tl\ rL'r1',)m1anCe measures o\er
which the (regulated] tirm has relati\ely llttk clmtn'l. tilL' t-lrm \\ill bco exposed tt'
substantial risk. and correspondint;. t;.ains fwm lmr1\\\..:J incentiws \\i11 be

" IIImInima.

L'ltimately. it is the belief of the regulated tinn that the J .... d, h lIllt stacked and that Increased

with price cap regulation, Ret;.ulatory Jecisilms tint undermine th, 'se belJet"s threaten th .... b.... netits

that customers expected t,) recei\e from aJl)ptll)n \\1' price (,I[' r.... ;',li,ttion,

I D S,lppln~t,\n ,mj [) \\-:1':11,111 :' )., '. ;",>:,' :', .;: ., ,':, ... :. I) , ,

\11 r Pr,'s,. : "llfl :' ,~~~

'/,' r1,':, ,j: .r~ • t'l. " \ / j:, i:1 \,' I"~ I, ,tf: i 1"r: ',i ~ '.....
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B. Performing only a partial calculation \\ ould not compensate customers for

overcharges.

17, According to th~ J<)<)3-<)6 .·kcess TUI"II/ (Jrda. th~ rdund liability "must

compensate customers for overcharg~s incurred during the course of this investigation," (at f':10·.n,

Thus. if no customer paid more than if B~11 Atlantic had allocated its sharing ohligation in

accordance with the 1993-96 Access TaritlOrder. th~n no customer sutrered damages and ther~ is

no refund liability. This standard is consist~nt with th~ incellli \e structure of the FCC s price cap

plan. \vhere th~ tirm is left fr~e to s~t prices \\here\er it ..';In. rn~\ iJed that \ari()llS pnce ceilings

(the pel. SBls. and the maximum CCl) are respect~d. Unl~ \\ hen the actual API e:\.ceeds the pC!

recalculated in accordance with the 1993-96 .ieee,ls Tarif(On/l'l'-i.)r when an actual SBI \)r CCL

rate exceeds the recaIculat~d maximum SBI or CCL r:lte-\\\)llllJ J customer have paid more than

it \vould have if Bell Atlantic allocated its earnings sharing Jliiustment according to the ne\\

Order. Hence. the refund obligation should compare what custul11ers \'.. ere chJrged rdatiw t\) the

maximum that they would ha\'e been charged had Bell .\tlantlc c;liculJted its sh:lring adjustment

as required in the 1993-96 Access ToriffOn/a,

18. The result of that calculation can be positive \)r negative In any basket. and. in

aggregate. customers of interstate services were not overcharged at all. The correct amount of

earnings sharing adjustment was calculated ::md returned to clhtOl11erS through reductions in the

PCls, SBls and CCl rates owr all four baskets in ewry : ..·~lr II' the allocation had heen dnne in

accordance with the 1993-W'i ,·1cCL'SS Turiff( )rda. the .111\)(at1\)11 .Icmss baskets \\ould haw heen

different in each year. but the total amount returned t\) Cllstl~mers \\ould have remained the same

as was actually returned to customers 1I11..'3ch year

C. The proposed method of calculation is incomplet~ and incorrect.

19, PertlJrn1lng \ml: the partial (akulati\)11 set \'ut 111 the! VV3- ')() .kcc'S\ TU)'lff ()rc/a

would not cakulate the amount h: \\hich (ustomers \\er..' ,\\ercklr~eJ. in(\lldin~ inter.... st. First.
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~xampk. the CCL-\\en: incorrectly rrI,:~J tl)ll high ~11 [hat. III .kUitil1ll. hoth th~ .\PI ,ll1d an SBI

exceeded its corresponding. PCI and SBI upper hound. rh~ ,lllll lunt by \\hich a customer was

overcharged is the excess revenue from the overpriced CC L ute element. not the sum ,)f the

revenues associated with the excess API. SBI and maximum eeL rJte.

20. Second. perfonning only the partial cakuLllll\l1-that is if the l)lfsetting

undercharges were ignored-would force Bell Atlantic to sharl.' 1l1l)re than the ~Ullollnt required in

the price cap plan. This not only would he inconsistent \\ith the (\mlmission's own rules. but it

would be umvise economic policy since it \\Guld undernlinl.' the \ l.?ry incenti\"es price CJpS \\de

designed to create.

21. Third. if total common line revenue were use,! :" allocate the eJrnings sharing

adjustment. switched access price limits would fall by a greall.'r !'ercentage than speciJI access or

interexchange price limits. despite the assumption in the j'j!J_' . kLL'.\S Tar/fj( )rdl.!r that earnings

derive from illl interstate services and thus thJt JII lnt..:rsUk sel"\ice costs ha\e fallen

proportionately, and price limits "hould follow proportionately"

IV. PER~1.'\;'IjE:'n CHA;'IjGES TO CORRECT PRICE LJ:\IlTS \RE l"i"iECESSARY.

Lnlike some of the other investigation issues resl\hcJ in the jf.Jf.J3-C)() ""kcl.!ss Tarift

Order. a misallol.:ation of the earnings sharing adjustment has 11'\ !'l.'n11,ment effect nn price limits.

Since each exogenous adjustment to impkmcnt ~harin~ is el;",-\'::~'. -:1: rcnw\cd at th~ n~\.t annual

filing, any crror in Bell Atlantic's PCls (~nJ <Jth~r pricing limlh} Lists only onc year.' - Thus if it

were detennin~d that Bell Atlantic's allocatiun of sharing ~ldillstl11ents \\~n; incorrect in c\"cr:

y~ar. no chang~ would be required to thl.? calculations ,if fkll \t iJ!1[!(',; Pels. SBIs and maximum

eels to b~com~ etfectiye June 30. Il)l)7 Thl.' (inccmect) ~lJllhtments madc in June \ l)% must hc

- rhu~ an: cITl'r ~n :ht..' !~/q_~ rilll1:;' Jr"{t,.'(h :::''': J.::~. ''f'/: .1::J!cinU~lr.. ','. "Lt :~llt :i1".: JJ>. ,litJj ~.lr1 ...! :\jtur~1

Pl'l" ~irnljJr!:- :",'::-\lr~:n :h(..· :l)\)J r:::~l~ :~.:\'..: '-:,l ,-':'-~..... : .\:~ '>:: I)l.·l~ "..::- ',;::- ~qq"::;. :~..:



the- curre-nt 1995-i)t) .1('('1.:'\\ runt! ()rda. hut ';\f tllL'sL' partld;:,l)" .Trl\fS it IS nl)t thL' l.';be that ";In

uncorrected error in one year's PCI causes ~U1l'rmr 111 next :- l'ar - !lCI·,J; Thus the calculations in

Subsection 8 of the 1995-1)6 .1((l!SS rarlll (Jrda are unneCl.'SS,lry to reset the 11.)97 PCls. SBls

and maximum CCl to make them consistent with "what would ha\e been in place had they been

calculated consistent with the Commissions rules and decisions."

V. CONCl.l'SIO~S

:23. Requiring Bd! Atlantic to o\ercompensatt: inkT-[,IIL' customers for o\erchar~L's 111

one basket without offsening against that compensation unJl'rcharges in other baskets woulJ

expose Bell Atlantic to a level of sharing beyond that set out in thl' price cap plan. Changing pricL'

cap rules in mid-stream would expose all price-cap regulatt:d tirms to additional regulatory risk

which \vould reduce the improvement in incl'ntives that P['fl.:l.' '--'.lp regulJtion was intended ttl

produce, The Commission should contine the retund frnm Ikll Atlantic's allocation or the

earnings sharing adjustment to the overcharges that interstate l..'Lh(l)01ers actually paid (including

interest). nening out the overcharges in the common line baskl't against the undercharges in the

traffic sensitive. special access and interexchange baskets.

")(,i_~_ If) 1'-~l"" ..... ~·.'l (h';L"-.:: I' 'i- '",I!;' '.



\\ i!liam E. la\ I,'r

Subscribed and sworn to before me this

16"ldayof\by.1 QQ7

'.;otary Public

\1;.: commission expires

ELEANOR FORT SHIKE
Notary Public. State of "Jew YOfk

No 31-8974420
Qualtl,ed ,n New York County

CommiSSion Expires MarCh 30. 1998
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l.L ATLANlIC HECALCULATION OF SHARING DISTRIBUTION

APPENDIX F
Page 1 of 1

COMMON TRAFFIC INTER-

SOURCE LINE SENSITIVE TRUNKING EXCHANGE TOTAL
~---~~- -- - --- --- ~.--_.- .

(A) (8) (C) (D) (E)

1996 Anl\lIal Flhny R Tran. 867, TRP, PCI-1 1,284,822,564 482,983,648 924,395,618 112,123,129 2,804,324,959

Dish ,blltlon of f{evul\1I0S Una l/Une 1 Col. E. 45.816% 17.223% 32963% 3.998%

1995 SlwliliU . Dist Calc Line 2*Tolal Sharing Col E (13,541,762) (5,090,547) (9,742,937) (1,181,754) (29,557,000)

1~~5 SlldlillU - Flied T867, WP 8-53-4, Line 5-+6 (5,540,143) (7,628,889) (14,601,140) (1,786,817) (29,558,969)

DlfferUl\cu Line 6 - Line 7 -(8,001,619) 2,538,342 4,858,203 605,063 ( 11)1

=~=~-=~---- ---~==============================

CUIC UU l HLCALCUlA liON OF SHARING DIS1RlBU nON

COMMON TRAFFIC INTER-

SOURCE LINE SENSITIVE TRUNKING EXCHANGE TOTAL
-------~

_.- ---_ .•. - .--
_..

(A) (8) (C) (D) . - (IT----

1996 Anl1uul FIIIIlU H T,an 1884, TRP, PCI-1 888,523,273 304,871,174 458.103,178 142,620 1,651,840,243

Dlstllbutloll of f{evljnues Line l/Line 1 Col E. 53.796% 18.459% 27.736% 0009%

1995 Shalll\Y - DIS! Calc Line 2*Total Sharing Col E (17,855.594) (6,128,633) (9,205,954) (2,868) (33,191,046)

1\395 SI1ClIIllO - Filed T1884, WPIIC-l1
(7,278,388) (10,781,259) (15,067,042) (64,359) (33,191,046)

Differel\ce ltnl:J 6 - Line 7
(10,577,208) 4,654,626 5,861,OBB 61,493 -

ICfCJlo A(\f\ua\ AC~es6-ra~\~\

V-C4'J:DN f\~ RT4--'" CO\p.
(~:\cA Afr, ,'l9, (iCf/o)
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EXHIBIT 3
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f1ftt ATlANTIC

IMPACT Of PAP fiAt CORRFe liON BY RF DIS TRIBUTING SHARING TO COMMON liN! HASK! TONI y

(Dollals)

lA' 'HI

I ,Ilih,t '

.II)

IN ITFM

Tot~l c)O'J'" T;lflft Shaflnq

SOURcr

Tolal Amounl Shared (based on ~O'o of pnor years earnr"gs abovp 177"'"1

Note 1

Am'1I1nl Stl.lft>d

In , 9~n ACI i'c-,c;

1(Iliff

I;' () ~1 r, (}()O)

1\"" ~ljllt St';:lrp(1
,qql\ Ac('p<;s

1,lflf1

(t;q GGA OOll\

1\11\"1)111 ',11"',1

.1l 1 'j'l'- /\" I

l"t'

1'1 ,'11',

,~'" , 'I Jll\ ~~h,l! "(1

I' 1\1I, 1\1 , ......... c,

1.'IIH

\ ',l'i1fl

Impact of St1 il r ,nq Hedlstnbu110n on Common Line

1\'11'1<:.lfH1 ~~h.ll'lHI Nlttl Pf"'11''',1Ilhllhon 1(\ C\ R.:to:;I-pIOnly

Amended 1991 TRP t n" INP S 1 S 2 5-3 and 54

lnl. Ill;'

I)

I; I).", Il/)(jl

(1' Qr1 1 Oq,"l

, -.1 (, \' I 1)'1' I

I." I 11.1 I.'i\ ,'I,'

1'4',1'

I', t, 1'1" Ir, ".\',> r' ',I'.I';!"l Nllh H~-"""''' I,) 1.1 B,I<.t.p! (hd, (Ill -\ II' 1111
11("'

Ill,

! ffp, "if' ',11,)1'1\11 ;'r\ ~ r1rrlll'qc;. ahov;-. '~I /C)""

Nnlf> 1

(>llllFlH\ f\ ll1)111 BI\ r'anc;mlttal No ')68 A, VVP B-S2 0
(:nluillfl B hi IIII BA I ranc;mlttal No 644 VVP 853-4

(,('1\111111 (, lr(JIll HA lfanc;m,nal No 777 \/lIP 8574
l :nl\Jnlfl (l f!()1f) BA 1! ",nc;.mlttal NO An! WP 8 53 4

l n 1, (\ 11 1 .•'l ~,)tp 7
',I) I)!:

1,1 I,;)
,",,1,\

N"lp 7
II(lp '/ ,11l){I)JI1Ic;. r.... f\pct thp proportion of earnings above' '} 2~(l/~ that would effectIvely be shared If shartng rp.dlslnbuhon IS applied to Commoll llllP p..::tc-,~pt only


